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PROBLEMS OF WORLD ECONOMY BEFORE 
AND AFTER KOREA 


BY PER JACOBSSON 


By the spring of 1950 recovery in the western 
world, and not least in western Europe, had 
attained more than a fair degree of success and 
the prospects seemed sufficiently bright to inspire 
the general public and those in authority with 
more confidence than at any time since the war 
came to an end. Statistical comparisons with the 
pre-1939 level showed increasingly favourable 
results. The volume of industrial production was 
almost without exception larger in the first half 
of 1950 than in 1937 and in an increasing number 
of countries it was some 30 to 40 per cent. above 
the pre-war level. In their relations with one an- 
other the western European countries had reached 
a volume of trade fully 15 per cent. larger than 
before the war and their combined deficit on cur- 
rent account of the balance of payments with the 
outside world had been reduced from $7’/. mil- 
liard in 1947 to an annual rate of about $1'/: 
milliard in the spring of 1950. Most of the 
countries in western Europe were able to add to 
their monetary reserves during the first half of 
1950; under the aegis of O.I.E.C., which is the 
common organisation for the Marshall-aid coun- 
tries, they proceeded with the liberalisation of 
their intra~-European trade, and thanks to an im- 
proved exchange position several of them were 
also able to allow greater fredom for imports of 
goods from sources outside Europe. 

There is often a tendency to ascribe an im- 
provement in economic and monetary conditions 
to some spectacular measure as, for instance, re- 
cently to the devaluations which took place in the 
autumn of 1949. While these currency changes 
have no doubt been of appreciable importance for 
economic and financial developments during the 
last twelve months, the substantial improvement 
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apparent in practically every country of western 
Europe must in the main be attributed to the more 
fundamental efforts which have been made to 
restore balance not only in the budgets but also in 
the general financial position of the individual 
countries and at the same time an unusually high 
rate of investment has been made possible by the 
receipt of foreign aid. Another significant factor 
has been the increased production and the general 
progress towards equilibrium in Latin America 
and south-eastern Asia — a state of affairs which 
has again provided a basis for triangular trade 
in the relations between Europe and the United 
States. Moreover, the many prophecies of a devas- 
tating post-war depression in the American econo- 
my have proved altogether false. During the sec- 
ond quarter of 1950 the United States economy 
established an all time record with an annual out- 
put rate of $270 milliard. As usual, the boom 
conditions in the United States made for an in- 
creased volume of imports into that country, 
especially in the form of greater shipments from 
the various raw-material producing areas of the 
world, which were thus enabled to increase their 
own imports of manufactured articles, [Europe 
being once again in a position to deliver such ar- 
ticles to an increasing extent and at competitive 
prices. 

In the endeavour to re-establish a better balance 
the receipt of Marshall aid helped to fill the gap 
in the balance of payments, to counteract in- 
flationary tendencies in the domestic economy of 
the recipient countries, to sustain the volume of 
real investments and to provide time for re- 
organisation — all these being different aspects 
of the employment of the foreign resources which 
the western European countries had at their dis- 
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posal. A favorable circumstance that has mani- 
festly been of the utmost importance for the re- 
construction after the second World War has been 
the fact that it could be carried out against a back- 
ground of expanding internationel trade, 7. e. un- 
der conditions the reverse of those which had 
prevailed during the great depression in the 1930's. 
At a time when world demand was shrinking and 
it was, therefore, impossible to count on an in- 
crease in exports, the individual countries were 
almost bound to look to easy money and public 
works as a means of fighting against unemploy- 
ment. Since 1945, on the other hand, the volume 
of world trade has been expanding by leaps and 
bounds and this has meant that individual coun- 
tries have been able to find customers abroad for 
almost anything they have had to sell. And they 
would have something or other to sell if they did 
not absorb, for their own consumption and in- 
vestment, too large a proportion of their national 
product; by observing sufficient restraint in the 
creation of credit, they would be able to increase 
their exports and the greater activity in the ex- 
port industries would then provide more employ- 
ment. It may seem strange to those who learned 
their economics in the 1930’s that the application 
of a policy of restraint may help to increase the 
volume of employment; but the experience of 
several countries can be cited to prove that in a 
period of active world trade such may be the 
sequence of events. A recent example is the in- 
crease in German export and employment since 
the late autumn of 1949: Germany’s exports 
practically doubled between November 1949 and 
July 1950 (greater restraint having been observed 
in the creation of credit since the beginning of 
the year) while the number of unemployed was 
reduced from about 2.000 000 in January to about 
I 400 000 in August 1950. 

The application of a policy of restraint cannot 
as a rule be expected to be a wholly painless proc- 
ess. Thus ‘the reduction in the current deficit of 
the balance of payments of the western European 
countries from $7'/s milliard in 1947 to an annual 
rate of some $1'/s milliard in the spring of 1950 
means that western Europe is now providing, on 
balance, an additional amount of some $6 mil- 
liard a year out of its own resources for transfer 


to other economies. Fortunately, there has been 
the substantial increase in the volume of European 
production, which has made it easier to raise the 
amount in question ; but, as an inevitable corrolary, 
increase in output has not been available for an 
improvement in the standard of living of the 
people of Europe. Wage increases have had to be 
postponed, dividends limited, increased taxes im- 
posed — all this being part of an “income stabili- 
sation policy” introduced in one country after 
another. These measures were taken in accordance 
with the principles proclaimed by the O.E.E.C. 
in Paris. It is encouraging to note that the member 
countries have played their part and that the im- 
provement in their balances of payments has been 
rather greater than most experts would have dared 
to predict, say, only twelve months ago. 

Western Europe had reached the point when it 
could look forward to a satisfactory degree of 
equilibrium in its balance of payments in the near 
future — and thus to the prospect of being able 
to apply any further increase in its volume of 
production to the improvement of the standard 
of living — when a new and disturbing element 
appeared in the form of the Korean conflict. The 
acuteness of the existing tension in the interna- 
tional field was suddenly revealed to all beholders 
and it determined effort 
of rearmament would have to be undertaken in 


was realised that a 
the western world. Rearmament is an expensive 
matter and an important question immediately 
arose: how would the increased expenditure affect 
the economies of the rearming countries and what 
particular policies ought to be adopted in order 
to counteract the ensuing tendency to inflation 
and, in particular, to prevent any unnecessary 
impairment of the standard of living. Another 
point which had to be determined was whether 
it would be possible to proceed with the liberali- 
sation of trade and the lifting of exchange re- 
strictions — which had been the accepted policy 
before the outbreak of the conflict in Korea. 
There will presumably be an increase by $10 
to $15 milliard in the government expenditure 
of the United States in the course of the fiscal 
year which ends on 30th June 1951. This is a 
large amount but the resources of the United 
States are so considerable that, given a policy of 
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restraint in other lines of government outlay and 
private investment, such an increase in expendi- 
ture need not lead to any marked inflationary 
rise in prices inside the United States. From 
the point of view of other countries, it may be 
noted that large amounts will be spent on the 
purchase of strategic materials from abroad and 
that in a more general way the increased pur- 
chasing power of the American public will attract 
more foreign goods. Under such conditions it is 
possible to count on a greater demand for goods 
and services on the world markets, and the result 
will be that the western European countries, if 
they are willing and able to apply a policy of 
restraint at home, can be sure of increasing the 
volume of their exports and in that way of attain- 
ing a higher level of employment in their export 
industries. From an American point of view, it 
can only be advantageous to receive more goods 
and services from Europe since increased supplies 
would help to keep down inflation. There is, how- 
ever, a limit to the extent to which the European 
countries can restrict their own demand, since 
they themselves have to adopt a policy of rearm- 
ament and will, therefore, have to cope with a 
number of new problems. While economic situa- 
tions never exactly repeat themselves, it is perti- 
nent to recall that in the last fifty years there 
have been two different periods of rearmament: 
one in the 1930’s in Germany under Hitler and 
Schacht (still fresh in most people’s minds) and 
another during the years before 1914, when the 
great powers in Europe embarked upon a com- 
petitive rearmament race. The amounts spent upon 
rearmaments before 1914 were, even in proportion 
to the national income, smaller than those which 
will now be required, but it should not be for- 
gotten that in the years 1910 to 1914 the length 
of military service was extended both in Germany 
and in France to three years, so that even in those 
days the real burden was in no way negligible. 
(i) The conditions in which the German re- 
armament of the 1930’s was carried out were 
“those of a strictly regulated economy, character- 
ised by the application of price and wage stops, 
the imposition of enforced savings and a de- 
tailed control of foreign trade in line with a 
policy of intensified autarky. I*or the German 
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people it meant a reduction in their standard 
of living according to the formula: ‘‘guns in- 
stead of butter”, 

(11) The process of rearmament in the period 
before 1914 had, in contrast, a free economy as 
its setting. Taxation was increased to pay for 
the growing rearmament expenditure, and in- 
terest rates stiffened as private investment had 
to be kept down, but international trade con- 
tinued to expand in value and volume, and a 
part of the increased production could still be 
devoted to raising the standard of living. 


The question now arises which of these two 
examples should be followed most closely in this 
new effort of rearmament incumbent upon the 
western world. Even though no exact repetition 
is possible, the present situation seems to offer 
strong arguments for applying to the greatest 
possible extent the methods of a free economy. 
Always assuming that there will be no general 
war, we have to note most carefully what the 
differences are between a period of war and one 
of rearmament. 


(1) In a war men are withdrawn from pro- 
ductive activity to serve in the forces, and the 
consumption of arms and ammunition proceeds 
at an appalling rate, while ships are being sunk 
and have to be replaced as a matter of the most 
urgent necessity. As part of the rearmament 
effort, young people may have to submit to a 
lengthened period of military service, but on 
their return to civil life they are available for 
productive work. 

(ii) Under war-time conditions foreign trade 
suffers greatly, imports having to be limited 
to essentials. Rearmament, on the other hand, 
need not prevent an expansion of foreign trade 
but can even give it an impetus, as it seems to 
have done before 1914 and may well do again 
now that the shipping losses of the second 
world war have been made good. To receive 
more goods from abroad is clearly of great 
advantage in a national emergency, and there 
are the further considerations that increased 
imports tend to prevent a distortion of the 
national production and often act as a check 
on unilateral price increases. 


gO 

(iii) Should wartime shortages really arise, 
a comprehensive price and wage control is likely 
to be established according to the practice 
adopted in the second world war. But it is still 
too soon to tell whether the present rearmament 
will actually cause exceptional scarcities in more 
than few commodities. There seems no com- 
pelling reason why ordinary goods and services 
should be in short supply. The (London) 
Economist showed in its number dated 26th 
August 1950 that in the United States the 
additional consumption of steel required by the 
rearmament effort will in 1951 be only about 
4 million tons, as compared with a current 
output in 1950 of around 100 million tons. The 
General Motors Corporation has estimated that 
the production of motor cars and trucks will 
be reduced by 10 per cent., which will still 
leave it larger than ever before. But if there 
are no shortages there will be no reason to 
ration consumption and, when ordinary trade 
is, in the main, taking its normal course, it 
cannot easily be submitted to the shackles of 
bureaucratic controls. 


If a relatively free price system, buttressed by 
increased foreign trade, can be allowed to work, 
it should be possible to avoid the kind of distor- 
tions which usually arise in a regulated economy. 
It must not be thought that in the 1930’s the 
German way of production was particularly ef- 
fective: British and American economists who in 
1945 made an enquiry into the working of the 
German war economy found to their surprise 
that the German system of war production had 
been distinctly less effective than the systems ap- 
plied in the Anglo-Saxon countries. There can be 
little doubt that the harsh application of price 
and wage stops deprived the German economy of 
some of the incentives which the more flexible 
systems of the Anglo-Saxon countries provided. 

Adherence to the main principles of a free 
economy does not preclude resort to direct con- 
trol in special instances, when, for instance, it is 
a question of curtailing a particular kind of credit 
expansion and investment or preventing a spectac- 
ular rise in the price of some essential com- 
modity. 
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Supposing that the main lines of policy are in 


accordance with the requisites of a free economy, 
what particular measures should be adopted? 


(i) In order to avoid inflationary methods 
of financing, 

it will be necessary to draw up proper bud- 
gets with adequate cover for the increased ar- 
mament expenditure. The restoration in recent 
years of monetary stability has been of such 
outstanding importance from a political and 
social as well as from a financial point of view 
that every effort should be made not to lose 
the ground already gained. Apart from pro- 
portion covered by the receipt of American 
aid for defence purposes, the increased arma- 
ment expenditure must be met by the yield of 
new taxes (which must particularly aim at 
absorbing any exceptional increase in pur- 
chasing power in the hands of the public) and 
by a compression of other items of expenditure 
such as subsidies and appropriations for public 
works (the latter being less needed to provide 
employment as rearmament gets under way). 

(11) As a rule the volume of private invest- 
ment must also be curtailed. In a particular 
field, e. g. the field of instalment consumer 
credit, it may be useful to apply direct methods 
of curtailment, but for a more general effect 
to be attained, an increase in interest rates may 
serve a most useful purpose. It is in any case 
important that there should be no spreading of 
monetary purchasing power through open-mar- 
ket operations by the central bank for the pur- 
pose of keeping interest rates at an artificially 
low level. In countries where there are large 
institutional savings (as is the case in the 
United States, Great Britain, Switzerland and 
Sweden) it does not seem necessary to contem- 
plate any marked increase in the level of long- 
term interest rates in order to prevent an undue 
expansion of credit. As in the period before 
1914, a moderate rise may be all that is needed, 
provided that a flexible system is maintained. 

(iii) To increase the volume of production 
so that the improvement in living standards 
need not be impaired remains a major objective 
and, to that end, it is likely to be in the general 
interest (and not least in the interest of the 
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workers) that the hours of work should be 
extended as one of the emergency measures. 

(iv) An indispensible element in a policy of 
the kind here contemplated is the continued 
liberalisation of trade. It would indeed be a pity 
if the work so well advanced within Europe 
and on the point of being extended to trade 
with other areas were to be discontinued. It is 
precisely by a more intense exchange of goods 
and services that the western world will be able 
to take full advantage of its large and wide- 
spread resources. 


In view of the hesitations which may be felt in 
some circles as to the advisability of continuing 
a free-economy policy in a period of rearmament, 
it may, for instance, be pointed out that, as long 
as the trend of world business is so decisively 
upwards, as it is bound to be in a rearmament 
period, a moderate increase in interest rates is in 
no danger of causing unemployment. The quota- 
tion of higher rates may even prove to be a useful 
factor from an employment point of view, since 
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it will leave room for an impetus to be given to 
trade through a lowering of rates, should a turn 
in the trend set in at some future date. There is 
the further point that a continued liberalisation 
of trade may help to keep prices down more 
effectively than any system of regulation and 
control (it is well to remember that not even in 
Switzerland and the United States — countries 
which avoided devaluing their currencies — could 
the controls applied during and after the war 
prevent a doubling of prices). Moreover, the ab- 
sence of many distortions which can be avoided 
when trade is no longer so strictly regulated — 
in other words, the greater effectiveness of pro- 
duction — holds out the best hopes for a resump- 
tion of the raising of the standard of living. There 
is every reason to think that the burden of re- 
armament will be more easily shouldered under 
the régime of a relatively free economy, while a 
continued liberation of trade and the removal of 
exchange restrictions will mean a lowering of the 
barriers which still tend to separate the various 
members of the western world. 
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FOREIGN TRAD E-PHIP@ SOT iis 


BY BO SIEGBAHN, 
FIRST SECRETARY IN SWEDISH MINISTRY OF FOREIGN AFFAIRS 


Up to the time of the first World War, inter- 
national trade was free, at least as far as Sweden 
was concerned. The Economic Freedom Act of 
1864 entitling “any Swedish man or woman” to 
export or import goods was the fundamental 
principle of Sweden’s foreign trade. However, 
some countries such as Germany had introduced 
extensive controls over foreign trade as well as 
movements of capital. In the field of foreign 
trade, this control chiefly applied to imports. The 
reason was simple; there was no shortage either 
of raw materials or finished products. No advan- 
tages could be gained, therefore, by a national 
trade policy seeking to limit exports of certain 
goods considered essential. It did happen, how- 
ever, that attempts were made to favour exports 
of certain goods, either because some countries 
had sought to reduce imports of these goods or 
because they were politically or socially undesir- 
able at home. 

The chief reason, however, was probably the 
fact that certain countries wished to maintain, at 
any cost, a specific rate of exchange. This was, of 
course, especially true of countries on a gold 
standard. If domestic demand increased imore 
sharply than abroad, and if no measures were 
taken to reduce it, a tendency toward a deficit in 
the balance of foreign payments was the inevitable 
result. 

The second World War produced a radical 
change in trade policy. This change did not take 
place so markedly during the war itself; com- 
mercial policy was then dominated chiefly by 
special national problems arising from wartime 
conditions. It was the postwar period that was 
characterized by two sets of economic problems 
— first, normal peacetime efforts to safeguard 
civilian supplies and to invest for future produc- 
tion; and, second, the special task of postwar 


reconstruction. It is obvious that these objectives 
have partly coincided because efforts were usually 
made not only to restore the old capital assets but 
to benefit simultaneously from the latest technical 
advances. 

This twofold demand on production resulted in 
a general shortage of goods. However, this short- 
age would not necessarily have manifested itself 
if, and only if, it had been politically possible for 
the individual countries to pursue another policy 
— one seeking to reduce purchasing power more 
effectively. As it was, the heavy demand in most 
European countries, among them Sweden, came 
to influence the trade balance with the result 
that imports became larger and exports smaller 
than would otherwise have been the case. As a 
consequence, Sweden had an import surplus of 
841 million kronor in 1946, while the deficit in 
Sweden’s balance of payments on current account 
was not more than go million. In 1947 the import 
surplus increased to 1 980 million kronor and the 
deficit in the balance of payments to 1 460 million. 

The wartime ban on imports and exports, com- 
bined with individual export and import licences, 
was continued during the immediate postwar 
period. In practice, however, import controls were 
gradually relaxed, and it is safe to say that by 
1947 the requirement of import licences had 
almost become a formality. For exports, however, 
there was a certain differentiation, at least for 
Swedish forest products. But this differentiation 
was based primarily on certain objective criteria 
(e. g., each country’s earlier share of the Swedish 
exports in question) and was used only to a 
limited extent as a bargaining device. 

With the tightening of import controls in 
March 1947, and with further restrictions during 
the year, Sweden joined those countries where 
foreign trade controls were an important element 
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in economic policy. Trade agreements became 
instruments for (1) securing essential goods from 
abroad, (2) reducing imports of goods considered 
non-essential, (3) promoting exports of non- 
essentials, and (4) curbing exports of essentials. 
As can readily be seen, this line of thought was 
not overly complicated. 

This distinction between essentials and non- 
essentials, a new distinction at least as far as 
Sweden is concerned, has had far-reaching con- 
sequences for trade negotiations. Since currencies 
- were no longer mutually convertible after the war, 
attempts had to be made to reach an equilibrium 
in the trade with each individual country. This 
alone imposed an extremely heavy strain upon a 
previously normal trade. Sweden, with consider- 
able surplus and deficit balances in her prewar 
trade with individual foreign countries, was not 
least affected. Further, conditions have become 
more complicated in that each country asks for at 
least as many essential goods as it is prepared to 
export. In addition, one does not wish to receive 
more non-essentials than one is able to export. In 
an effort to arrive at such a balance of essentials 
and non-essentials, two sets of export lists have 
often been composed on each side. 

Here, however, the serious problem has pre- 
sented itself that in countries with preponderantly 
private enterprise these lists can only establish the 
duty of the State to grant licences, but no security 
can be given as to whether the movement of goods 
will actually take place. In fact, these licence 
stipulations were frequently interpreted as some 
sort of moral obligation for the authorities to see 
to it that the goods in question were actually 
supplied. For countries with an entirely state- 
controlled economy, this problem presents some- 
what different aspects. Here, it is natural to as- 
sume that licence stipulations will be made only 
in so far as the goods covered by them are in- 
tended to be supplied. This may, in fact, have 
been the original intention; but it does happen 
that production trends have been miscalculated 
and that engagements previously made with 
various countries cannot be met in all cases. Need- 
less to say, this is particularly true of agricultural 
products which are an important element in ex- 
ports from such areas as eastern Europe. 
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The notion “essential goods” has often been the 
subject of different interpretations by different 
countries and, in different periods, even by one 
and the same country. This has, of course, ren- 
dered more difficult the conduct of trade nego- 
tiations. Since essential goods are the strongest 
bargaining weapons in the hands of the country 
possessing them, exports of these goods were 
either kept to the minimum or attempts were made 
to obtain the best possible goods in exchange. In 
private-enterprise economies, this policy repeatedly 
conflicted with the intentions of the individual 
businessman. An essential part of his exports may 
have gone traditionally to a country which the 
dogma of the new trade policy now slights as a 
country chiefly exporting non-essentials. Many 
long-established business relations were thus seri- 
ously impaired, if not strangled altogether. If con- 
ditions should change one day, it may be difficult 
or impossible to regain the old market, especially 
if it has meanwhile been considered necessary to 
start producing these goods at home. 

A certain category of essentials has been 
christened “‘dollar goods” in the commercial lingo. 
Roughly defined, this term means: Own export 
goods are “dollar goods” in so far as they can be 
sold ad libitum in the dollar area; but if the 
demand for these goods is inelastic as regards 
payment in dollars — if, in other words, the 
dollar market is limited and absorbs only a rela- 
tively small part of one’s home production — then 
the “dollar” character of these goods is corre- 
spondingly diminished. Certain Swedish types of 
paper at times fell under this latter category. 

Viewed from the angle of imports, the problem 
is somewhat different. The fact that another 
country is able to sell its production of certain 
items in the dollar area does not in itself make 
those products “dollar goods” in the Swedish 
sense. To be such, the Swedish trade authorities 
must consider them to be essential and not suf- 
ficiently available from other countries. But even 
so, any definition is bound to lack absolute pre- 
cision. It would be theoretically correct, for in- 
stance, to include in this category those foreign 
goods which have never been sold to the dollar 
area but would have to be imported from there if 
their producer ceased exporting them to Sweden. 
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Other goods again, internationally rated as 
essential, are lacking that “dollar” quality. One of 
the currently typical Swedish products of this 
kind are timber goods. Products falling under this 
category are generally neither sold to nor bought 
from the dollar area. The demarcation line be- 
tween these two categories 1s, of course, extremely 
vague. 

Discarding as a special circumstance the fact 
that certain goods are considered essential for 
their above-mentioned ‘dollar’ quality, the 
question presents itself on what general founda- 
tion the distinction between essential and non- 
essential goods is actually based. This brings us 
well nigh to the heart of foreign trade philosophy. 
Roughly, its governing principle may be illustrated 
as follows: Aluminium is an essential item; half- 
finished aluminium products are acceptable under 
certain circumstances; and an aluminium frying 
pan is downright waste. In other words, raw 
materials are essential, and finished goods are not. 
One of the reasons underlying this thinking ob- 
viously is the belief that a satisfactory supply of 
raw materials is essential to a policy of full em- 
ployment or, generally, to a high employment rate. 

This argument has naturally its stoutest ad- 
vocates in certain industries and in state agencies 
directly concerned with production problems. A 
consequence of this thesis is the demand to pre- 
vent imports of finished goods which might 
compete with those produced in Sweden. Another 
argument advanced in support of this thesis is 
the obvious fact that finished goods are consider- 
ably more expensive than the raw materials of 
which they consist. If, for instance, Sweden were 
to fill its demand for woollen fabrics by importing 
exclusively finished goods instead of the wool 
currently imported, costs in foreign exchange 
would be four or five times larger, Now that 
national reserves of foreign exchange are un- 
reasonably small it has been claimed that imports 
of finished goods that are not absolutely indispen- 
sable are a waste of foreign currency. The Swe- 
dish textile industry, for instance, was entirely 
consistent with this idea when it emphasized 
during the discussions on the planned export drive 
that, in order to improve the nation’s balance of 
payments, this industry ought to be considered 


just as important as the* export industry; its 
existence, it was said, released Sweden from im- 
ports of finished textiles and thereby helped save 
foreign exchange. 

For Sweden, an argument in support of this 
school of thought may have been found in the 
fact that the country’s balance of trade and of 
payments were negative in 1946 and 1947 when 
imports were at times practically free. The con- 
clusion suggesting itself was that an equilibrium 
in the balance of payments would be most easily 
achieved by cutting imports of non-essentials ; and 
if exports could be increased at the same time, 
this would, of course, be so much the better. 

It is perfectly understandable that European 
countries, having been confronted with unem- 
ployment during the last few years, have in the 
first place tried to buy raw materials for their 
foreign exchange. It is, however, somewhat harder 
to explain why countries like Sweden, which at 
times suffered from an acute labour shortage, 
should have attributed such vital importance to 
the problem of raw materials. The laws of clas- 
sical economics would rather have required less 
production in industries unable to compete with 
foreign countries, and, instead, more labour for 
efficient industries needing it. Even as a short- 
term target, this would have resulted in increased 
exports and, consequently, in an equilibrium of 
payments on a trade level that might have been 
higher than the one existing at present. The one 
contention that may possibly be made is that this 
reasoning is economically correct but that poor 
people cannot always afford to choose what is 
economically the most reasonable alternative. 

The present devaluation of the element of work 
contained in a certain product — often a highly 
qualified work — may be illustrated by the fol- 
lowing. Not so long ago, a Swedish trade dele- 
gation, when emphasizing the great value of a 
certain product of the Swedish engineering in- 
dustry, was told by its foreign counterpart that 
the raw materials contained in that product had 
proved to constitute a mere 20 per cent. of its 
value, the rest being labour costs. The foreigner 
was not overly impressed by the reply that steel 
was readily available anywhere, while the high 
reputation enjoyed by Swedish products was 


primarily accounted for by the skilluof Swedish 
precision workers and engineers. 

Tariffs are another and, compared with import 
controls, a far more time-honoured institution 
where the same attitude toward the value of work 
can be found. As a rule, raw materials are either 
duty-free or subject only to extremely low duties, 
while tariff rates progressively increase as the 
products approach the end of the production 
process. This attitude was strikingly manifested 
some time ago when, in connection with tariff 
negotiations, a large group of Swedish industries 
raised the demand for “‘solidaric tariff protec- 
tion”. This was to mean that in view of the fact 
that wages were higher in Sweden than in most 
other countries, the industrial group in question 
could only be protected by a set of tariff rates 
increasing in proportion to the place a certain 
product occupies in the production process — i. ¢., 
in proportion to the work contained in each pro- 
duct. Such a system, it was claimed, would give 
Swedish industry the same competitive margin in 
all phases of production. This way of reasoning 
may possibly have failed to take due account of 
the fact that the wages of one country can be 
higher than those of another country only if there 
is a higher degree of productivity in the former. 
If this does not apply to a certain industrial group, 
there is reason to ask if that group has any raison 
d’étre in the country concerned. 

Customs were introduced and developed in a 
period of plentiful labour supply which, in turn, 
posed the problem of finding employment for 
all. With full employment in countries like pre- 
sent-day Sweden, the nature of that problem has 
changed altogether. In times of general labour 
shortage the question is, instead, where to place 
the available labour force in order to achieve the 
best production results. Prevailing tariffs tend to 
distort this picture. It is, for instance, difficult to 
understand why the Swedish people should pay 
an excessive price of 35—45 per cent for certain 
tinned goods if this is merely to enable a domestic 
industry to survive under the protection of 
tariffs, and to compete for Swedish labour. 

This reasoning has made so-called non-essentials 
the scapegoat of import policy. Certain Swedish 
state organs have, it is true, occasionally adopted 
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somewhat different views, particularly the Price 
Control Board whose purpose calls for a fuller 
appreciation of imports of competitive foreign 
products curbing the prices of comparable dom- 
estic goods. For obvious reasons, import organi- 
zations such as the Swedish Wholesalers’ As- 
sociation have shown a lively interest in main- 
taining the highest possible level of imports. 

It is interesting to note that the reduction of 
non-essential imports which was originally dic- 
tated by reasons of foreign-exchange policy, soon 
acquired a moral tinge. Non-essentials were called 
“luxury goods’ — a term reminiscent of the 
austerity slogan of the war years. Though gen- 
erally accepted as a notion, opinions widely dif- 
fered as to what it actually implied. Was it a 
luxury to eat oranges in fruit-starved Sweden? 
Are fur coats and vacuum cleaners an extra- 
vagance? In any event, the question of what 
constitutes a luxury or not is much less important 
than the question whether such valuations should 
be imposed at all upon the free choice of the con- 
sumers. “Luxury” is clearly a term dependent 
upon the prevailing standard of living. A bed- 
sheet or a china plate are luxury goods in primi- 
tive countries. In fact, a higher standard of living 
means, and must mean, that an ever larger range 
of goods will cease to be considered a luxury. 

In the field of foreign-trade policy, the efforts 
made by one country to reduce non-essential im- 
ports from other countries naturally induced the 
latter to cut non-essential imports from that 
country. The various government agencies con- 
cerned accepted this as a natural consequence, but 
they seem to have hesitated to explain its im- 
plications to the exporters of “luxury goods” in 
their own country. It was generally held that the 
economic crisis in Europe did not permit “luxury 
production” to absorb such a large part of the 
national production capacity. or small countries 
like Sweden, such a policy is evidently apt to 
imply serious risks. Although relatively few of 
Sweden’s bigger export items have been labelled 
“luxury goods” abroad, some of them were. If 
exports were permitted to discontinue with regard 
to a specific item that requires a large market 
for being produced at a competitive price, its 
production might threaten to stop altogether in the 


96 


SKANDINAVISKA BAaNKEN 


smaller countries. Should people get tired of 
“austerity” one day, or should international trade 
barriers diminish for other reasons, one may be 
forced to start afresh. 

It has often been emphasized that a cut in non- 
essential imports may threaten to initiate produc- 
tion at home. As a rule, such new production 
must be assumed to be inferior to the foreign one. 
Two countries cutting their imports of non- 
essentials from one another might therefore find 
themselves in a position where each of them 
produces all the non-essentials earlier supplied, at 
lower production costs, by one country alone. 

A concrete example might help to illustrate 
this. Cut flowers are considered a typical example 
of goods that should not be imported lest foreign 
currency be wasted. On the other hand, with an 
improving coal situation in Europe, florists were 
free to buy any amount of coal for their hothouses 
to produce flowers at a price far above that of 
air-flown flowers from the Riviera. Swedish 
manpower was used in spite of labour shortage, 
and little or no foreign currency was saved. 

Some of the reflections set forth in this article 
refer to the practice and reasoning of trade policy 
in the past, however recent. For the last twelve 
months or so the importance of a more satisfac- 
tory international division of labour and of a freer 
foreign trade has been increasingly recognized. In 


western Europe at least, positive measures have 
been taken in that direction. The European Pay- 
ments Union is now a fact, and there is a firm 
foundation upon which to build a freer multilat- 
eral trade replacing the system of bilateral trade 
agreements. Swedish free lists will henceforth in- 
clude nearly 70 per cent. of all imports from ERP 
countries. Later this year, all countries concerned 
will investigate the possible liberalization of 75 
per cent. of their foreign trade. For tariffs, a con- 
siderable reduction of customs has resulted from 
two international conferences, and further reduc- 
tions may be agreed at a third international confe- 
rence convened for that purpose at the present 
writing. Moreover, various plans for “‘economic 
integration” testify to current efforts to promote 
international division of labour and to raise the 
competitive power of European industry. The im- 
plementation of these plans may often require 
compulsory measures in the international field 
which might be fairly drastic to take and tech- 
nically difficult to execute. There is reason to 
emphasize that much can be achieved even by 
breaking up the barriers that individual countries 
have erected in the form of tariffs, import restric- 
tions and other government measures always 
provided that political conditions will make pos- 
sible an undivided concentration upon peaceful 
reconstruction. 
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SON SUMERSGREDIT@=IN THE UNITED STATES 


BY PROFESSOR JOHN M. CHAPMAN, COLUMBIA UNIVERSITY, NEW YORK 


Growth of Consumer Credit 


One of the significant developments in the 
recent use of credit in the American economy, has 
been the growth of consumer credit. Consumer 
credit has existed in this country, in one form 
or another, for many years, but it has assumed its 
greatest importance in the American economy 
only during the past two decades. Another im- 
portant aspect of this change has been the extent 
to which commercial banks and other consumer 
credit lenders have contributed to the expansion of 
consumer credit. Commercial banks began to 
show considerable interest about two decades ago. 
Sales finance companies and other lenders got an 
earlier start. 

A few statistics are necessary to show the rapid 
developments in this field. Table 1 shows how the 
estimated amount of consumer credit has changed 
during the past twenty years. The amount declined 
during the depression years from $7,6 billion in 
1929 to $3,9 billion at the end of 1933. After that 
there was a gradual growth to $0,9 billion in 1941. 
Another sharp decline took place during 1942— 
43 but by the end of 1945, the close of the war, 
it had increased to $6,6 billion. Between 1945 and 
July 1950, when the amount outstanding was $20,2 
billion, the expansion has been very rapid, show- 
ing an increase of more than 200 per cent. 

Table 2 indicates the changes which have taken 
place in the banking system since 1942. In general 
consumer loans made by insured commercial 
banks have been more marked than the growth of 
consumer credit in the country as a whole. This 
characteristic is due to the fact that banks entered 
the field much later and have made an intensive 
drive for this type of business since the end of the 
Second World War. The amount of consumer 
credit held by insured commercial banks has in- 
creased much faster than their total loans. Since 
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the end of 1948, total commercial loans have de- 
clined while consumer credit has steadily in- 
creased. (See Chart II.) If data were available 
for the first half of 1950, it would certainly show 
a further rise in consumer loans, since commercial 
banks have obtained a favorable share of these in- 
creases. 

Perhaps, it would be well to call attention to 
instalment credit as distinct from non-instalment 
credit. (See Table 1.) Instalment credit has in- 
creased much faster since 1945 than non-instal- 
ment credit. During the war period instalment 
credit declined faster, indicating the influence of 
the restricted production of consumer durable 
goods. Sales instalment credit shows greater 
fluctuations than cash instalment credit. These 
characteristics explain in part the reason why the 
authorities devote more attention to the regulation 
of consumer instalment credit than to the control 
of non-instalment credit. Of course, it will be 


Chart I. Consumer Credit Outstanding. 


(Billions of Dollars. Source: Federal Reserve.) 
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understood that non-instalment credit, especially 
single payment loans and charge accounts, 1s 
usually granted for a shorter period of time. 


Consumer Credit and the Economy 


Consumer credit is an important segment of the 
financial and economic structure of the American 
economy. At the end of July 1950 consumer credit 
amounted to more than $20 billion or approxima- 
tely 9 per cent. of the total national income for 
1950, as shown by data for the first quarter of 
1950. This also indicated an increase in consumer 
credit of 25 per cent. since June 1949. This fact 
is especially significant when it is realized that 
this vast sum is being used to finance consumers. 
Consumer instalment credit, the most important 
segment of consumer credit, increased about 33°/s 


Chart IT. Commercial Bank Loans. 
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per cent. during the same period. The amount of 
consumer credit outstanding with insured com- 
mercial banks rose $1,2 billion or 17 per cent. 
during the year ending December 31, 1949. At 
the end of 1949 consumer credit outstanding with 
insured commercial banks equalled almost 19 per 
cent. of their total loans outstanding. There was 
a further marked increase during the first half 
of 1950. 

Consumer instalment credit has made possible 
mass production and distribution of durable con- 
sumer goods. A large share of all automobiles, 
television sets and other durable consumer goods 
are sold on instalment credit. The accumulated 
savings during the war provided a large body of 
liquid funds to purchase consumer goods fol- 
lowing the end of the war. As these savings were 
used up more and more purchasers have relied on 
instalment credit. 

Consumer credit has changed the American 
standard of living by providing the means for 
owning and consuming goods which would not 
have been possible otherwise. Instalment credit 
has been an important factor in the shift of 
demand from non-durable goods and services to 
durable consumer goods. 

On June 30, 1950 the amount of consumer in- 
stalment credit outstanding was equal to about 6 
per cent. of the disposable personal income (total 
personal income after deduction of taxes). This 
compares with 7,2 per cent. and 1,5 per cent. at 
the end of 1940 and 1945 respectively, which is 
a marked increase since 1945, but still somewhat 
lower than in 1940. This comparison is frequently 
used as a measure of the consumers’ ability to 
retire their instalment indebtedness. 

The terms extended by instalment sellers and/or 
lenders are important. No doubt a shortening of 
the period of payment as well as increased down 
payments will lessen the use of instalment credit. 
On the other hand, it is not safe to assume that 
a given increase in the rigidity of terms will be 
accompanied by a proportionate change in volume 
of credit granted. 


* The relation of consumer credit to personal income is a 
useful, but rough, measure of such ability. No one knows what 
is the proper relationship between personal income and con- 
sumer indebtedness. Too much dependence should not be put 


on this measure as a test of the inflationary character of 
the instalment credit 
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Charts I and IT show that there are wide swings 
in the volume of consumer credit outstanding. 
There was a marked decline during the depression 
of 1929—1933. An even greater drop took place 
from 1941 to 1943 during the early war years. 
There are convincing reasons for believing that 
another decline would occur if we have a serious 
national emergency. This is easily unerstood when 
it is realized that many materials now used in 
peace time to produce consumer goods must be 
diverted to military purposes during a war. This 
would mean a smaller production of consumer 
goods, hence, less need of consumer credit, These 
facts emphasize the importance of consumer credit 
in any study of business fluctuations. 


Commercial Banks and Consumer Credit 


As mentioned above, the active interest of com- 
mercial banks in the field of consumer credit has 
only extended over a short period of time. Rela- 
tively few commercial banks extended consumer 
credit loans in substantial amounts prior to 1930. 
Beginning with the mid-thirties a larger and 
larger number of commercial banks began to 
participate in this type of financing. This change 
was due to a number of factors among which 
were: decline in the volume of other types of 
loans after 1929 which made it necessary for 
banks to seek other sources of income, the general 
decline in the interest rates, the enactment of 
laws providing for the guaranteeing of loans to 


Table 1. Consumer credit, amount outstanding 
(Amounts in billions of dollars. Source: 


Federal Reserve.) 
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home owners both to improve existing houses or 
for the construction of new ones, and the suc- 
cessful experience of finance companies in finan- 
cing consumer durable goods. 

In general commercial banks extend consumer 
credit in two forms: instalment loans which are 
repaid in regular, periodical payments, and single 
payment loans which are repayable in one lump 
sum either on demand or at a specified date. The 
instalment loans may take the form of cash loans 
in which the borrower obtains funds to pay off 
old debts or for other consumption purposes. On 
the other hand instalment sales credit may be 
closely identified with the purchase of durable 
consumer goods, for example refrigerators, tele- 
vision sets, automobiles. 

In many cases commercial banks buy instalment 
contracts from a seller of goods. For example, a 
department store or mail order house may sell 
goods direct to the consumer under an instalment 
contract. The merchant, may, in turn, sell this 
contract to the bank to obtain funds to finance his 
current operations. The consumer may make his 
regular payments direct to the department store 
or mail order house or to the bank depending 
upon the terms and conditions of sale of the ac- 
count to the commercial bank. The bank may or 
may not have recourse upon the seller if the 
consumer fails to pay. This will de determined 
by agreement between the dealer and the bank 
when the contract is made. 

The terms under which instalment loans are 
made by commercial banks vary considerably from 
those on commercial short-term loans. The interest 
rate is usually considerably higher. This is justi- 


Table 2. Loans and investments of insured banks 


(Amounts in billions of dollars. Source: 
Federal Reserve.) 
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fied because the average amount of individual 
loans is smaller and the per unit cost of handling 
these loans is much higher. The costs of making 
many small loans and the handling of monthly 
payments are much greater per dollar loaned than 
in the case of large loans repayable in single pay- 
ments. 

The income of the borrower or purchaser of 
goods on instalment credit is important to the 
banker. It is expected that the consumer will meet 
his regular payments from current income. In 
some cases the goods sold are important as col- 
lateral, for example the automobile, but in all 
cases the extension of consumer credit should bear 
a close relationship to the consumer’s income as 
well as to his fixed, current living expenses. 

The importance of the commercial banking 
system in the field of consumer credit may be 
briefly indicated in two ways. First, the amount 
of consumer credit outstanding by commercial 
banks in relation to the total loans or total loans 
and investments. Second, the amount of consumer 
credit outstanding by commercial banks in com- 
parison with the total estimated amount of con- 
suiner credit outstanding in the country as a 
whole. 

The amount of consumer credit outstanding 
by insured commercial banks’ declined just after 
the United States entered the second World War, 
and reached a low of $1,9 billion at the end of 
1943 and 1944. During the year 1945 it rose to 
$2,4 billion or about 9 per cent. of the total loans 
($25,8 billion) of all insured commercial banks 
in the United States. During the postwar years, 
1945 to 1949, consumer credit by insured banks 
rose sharply, reaching $8,0 billion at the end of 
1949, or an increase of about 230 per cent. The 
amount of consumer credit paper held by the in- 
sured commercial banks at the close of 1949 
amounted to 19 per cent. of their total loans. 
During the same period total loans advanced to 
$42,5 billion or an increase of only approximately 
65 per cent. In short, the amount of consumer 
credit increased much faster than total loans. 

Second, insured commercial banks at the end of 


“Insured commercial banks may be accepted as represen- 
tative of the commercial banking system, since the total loans 
and investments of insured banks amount to about 9S per 
cent of the total. (December 1949.) 
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1945 held only about 36 per cent. of the estimated 
total amount of consumers credit, ($6,6 billion) 
outstanding. By the end of 1949 the holdings of 
consumer credit by insured commercial banks 
amounted to almost 42 per cent. of the estimated 
$18,8 billion of consumer credit outstanding. 
Commercial banks are now the largest single 
source for this type of credit. 


Other Consumer Credit Agencies 


In addition to commercial banks there are a 
number of other financial institutions which spe- 
cialize in granting consumer credit either in the 
form of cash loans or in the instalment financing 
of the retail sale of consumer durable goods. The 
principal financial or credit institutions which are 
generally included in this list are: 

a. Sales finance companies 

b. Personal finance companies 

c. Credit unions 

d. Industrial banks 

Other consumer credit institutions include the 
pawnbroker, beneficial loan companies and indus- 
trial loan companies. Sales finance companies, 
personal finance companies and industrial banks 
are chartered under State (not Federal) laws. 
Credit unions may be chartered under either State 
or Federal laws. All four types were subject to 
Regulation W when it was in effect. 


Sales Finance Companies 


Sales finance companies are engaged primarily 
in financing the sale of durable consumer goods 
which involves the purchase from the dealer of 
instalment notes and other credit instruments, 
arising out of the sale of goods to consumers on 
instalment credit. These companies buy the instal- 
ment paper from the dealer after the instalment 
sale has been closed but do not ordinarily finance 
the consumer directly. This type of financing 
applied particularly to sale of automobiles, re- 
frigerators, television sets and other durable con- 
sumer goods." The dealer usually has an agreement 
_ * The sales finance companies frequently finance the dealer 
in the purchase of automobiles or other durable consumer 
goods from the manufacturer. They are also engaged in other 
types of financing, for example, accounts receivable or factor- 


ing. Since these types of financing do not represent consumer 
credit, they are outside the scope of this discussion. 
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with the sales finance company in which it is 
agreed that the finance company will buy all the 
retail instalment paper arising out of such sales. 
Commercial banks offer a similar service in the 
purchase of instalment paper as well as to make 
cash loans the proceeds of which will be used to 
buy the goods for cash. 


Personal Finance Companies 


Personal finance companies (small loan com- 
panies) specialize in the making of small cash 
instalment loans to individuals for meeting con- 
sumption expenditures. They do not receive de- 
posits. These institutions operate under State laws 
and are usually limited to the making of loans to 
individual borrowers in amounts of $300 or less. 
However, a few states permit personal finance 
companies to make individual loans of $500 or 
more. The interest rate varies from state to state, 
but in general it ranges from 2 to 3°/2 per cent. 
per month on the unpaid balance or the amount of 
the loan outstanding. This group of institutions 
had loans outstanding at the end of December 
1949 in the amount of $929 million. (See Federal 
Reserve Bulletin, August 1950.) 


Credit Unions 


Credit unions are cooperative, mutually owned 
credit institutions, which specialize in making 
consumer loans to their own members for con- 
sumption purposes such as paying doctor bills or 
educational expenses. They have established 
thrift plans to encourage saving among their mem- 
bers. They have developed rapidly over the past 
two decades and provide special services to wage- 
earners who need loans ranging from $25 to $100. 
The typical interest charge for loans is one per 
cent. per month on the unpaid balance. Credit 
unions are usually organized to serve a group 
of people who have a mutual interest, for example, 
the employees of some large insurance company 
or labor union. The credit union movement started 
under state laws in the United States about 1919. 
A Federal Credit Union Act was enacted in 1934. 
Most credit unions in this country came into oper- 
ation after 1930. The amount of cash loans out- 
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standing at the end of December 1949 was $402 
million. (I. R. B., August 1950.) 


Industrial Banks 


Industrial Banks are another type of financial 
institution which has become widely known in the 
field of consumer credit. They were originally 
organized about 1910 to make small consumer in- 
stalment loans to the employees of industrial con- 
cerns, hence the name Industrial Banks. They 
were not organized to finance industrial concerns, 
but in recent years they have been broadening 
their operations to include other types of finan- 
cing, for example, commercial loans and _ real 
estate loans. Thus, they are becoming more and 
more similar to commercial banks. Many In- 
dustrial Banks receive deposits which is a primary 
function of commercial banks. Insofar as con- 
sumer credit financing is concerned, they func- 
tion in much the same way as commercial banks. 
Their importance in this field is indicated by the 
amount of their consumer cash loans outstanding 
which amounted to $250 million as of Decem- 
béere-3a, 1o4go (Keb Aususty rose). s* Panis 
amount does not include a limited volume of retail 
instalment paper which they have obtained and 
which should be added to their cash loans to 
obtain a total of consumer credit loans. 


Retail Stores 


Even though this article is intended to deal 
primarily with the volume of consumer credit 
extended by credit lending institutions, a brief 
reference should be made to the operations of 
furniture stores, jewelry stores, department stores 
and mail order houses which sell in the aggregate, 
each year, a large amount of consumer goods on 
instalment contracts and/or on open book ac- 
count. A substantial amount of sales credit is ex- 
tended in these ways. Furniture stores, depart- 
ment stores, jewelry stores, mail order houses and 
other retail outlets advertise this type of selling or 
merchandising extensively. Much of this instal- 
ment paper is sold to commercial banks or fi- 
nance companies. To the extent that this is done, 
the amounts involved are included in the total 
amounts of consumer credit reported by financial 
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institutions. Much of this credit — both charge 
accounts and instalment paper — is not sold or 
transferred, but carried by the merchant. In cases 
where the merchants or stores do not sell their in- 
stalment paper, they will generally be forced to 
borrow from commercial banks to finance current 
operations. This type of borrowing is not con- 
sidered consumer credit, but is included in com- 
mercial credit. The amount of credit extended by 
these retail outlets, was estimated by the Board of 
Governors of the Federal Reserve System, as of 
December 31, 1949, at $3096 billion’ and was 
distributed as follows (See F. R. B., August 


1950): 
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Total $ 3,096 billions 


Federal Regulation 


Federal Regulation (Regulation W) of con- 
sumer credit was introduced into the American 
Banking system by an Executive Order of the 
President, effective September 1, 1941. The gen- 
eral purpose was to “promote the national de- 
fense and to protect the national economy”. More 
specifically it was designed to: 


a. reduce the demand for consumer goods in 
short supply, 

b. check inflationary forces and restrain the 

upward movement of prices, 

conserve important material for defense 

purposes, 

d. encourage consumers to buy government 


bonds. 


‘© 


To accomplish these aims the Board of Govy- 
ernors of the Federal Reserve System: 1) in- 
creased the amount of down payments on instal- 
ment contracts, 2) shortened maturities and thus 
increased the size of each monthly payment. Con- 
trol of consumer credit was discontinued on 


“It is listed in Table I as $ 3,1 billion under the head Sales 
credit, other. 


November 1, 1947, by Congressional mandate. The 
rapid expansion between that date and the middle 
of 1948 was considered inflationary by the 
Board of Governors. The threat of inflation led 
Congress to enact a law authorizing the Board 
of Governors to reimpose Regulation W. This 
Act was allowed to expire on June 30, 1949. 

The merits of regulation have not been fully 
established. Its effectiveness is still open to ques- 
tion. The Board of Governors and other ad- 
vocates regard it as an important supplementary 
tool for maintaining a “stable, high level of 
economic activity”. By itself it is not regarded 
as a panacea but of many measures or means 
by which central banks may establish and main- 
tain a sound, constructive credit policy. 

Its critics maintain that it is not needed in 
peacetime, and if put into effect, will restrict in- 
dividuals and rob them of their free choice in 
spending their incomes. Moreover, they say it is 
contrary to the spirit of a free economy and 
will, in the end, curtail production and emplov- 
ment. The total amount is considered too small 
to be of great significance in attaining economic 
stability. 

It is difficult to determine how effective it 
was during the War period or just how it will 
behave if again brought into existence as now 
seems certain. Chart I shows that the volume of 
consumer credit declined markedly after Sep- 
tember 1941. The exact causes for this decline 
are not easily determined. There is no doubt that 
Regulation W had considerable effect, but it is 
equally clear that the amount of consumer credit 
would have declined rapidly even if Regulation 
W had not existed. There are different reasons 
for this conclusion. First there was a great re- 
duction in the output of durable consumer goods 
which lessens the demand for consumer credit. 
Second many individuals enjoyed higher in- 
comes and were, therefore, able to pay cash. 
Many others, by reason of higher incomes, re- 
duced their outstanding consumer indebtedness 
at a faster rate than they had originally in- 
tended. 

With the international situation becoming more 
and more strained there is (September 1, 1950) 
no doubt that consumer credit regulation will 
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be resumed in some form in the near future? 
The Defense Production bill now before Con- 
gress which provides for regulation will certain- 


* The Defense Production Act of 1950 (approved Septem- 
ber 8, 1950) authorized the Board of Governors of the Federal 
Reserve System to >exercise consumer credit controls». The 
Board of Governors issued regulations making consumer credit 
controls effective September 18. These new regulations are 
similar in principal to old Regulation W which was in effect 
during the Second World War and for a time thereafter. The 
new Regulation W now in effect (October 1, 1950) regarding 
the amount of down payments at the time of sale and the 
maximum period of time for full payment may be summarized 
as follows: 

Minimum Maximum pe- 
Ayicles down pay- riod of time 
ment at time for full pay- 

of sale ment 


Automobiles . ..... . . . 33'/3percent. 21 months 


Cooking stoves, refrigerators, ra- 
dios and television sets, wash- 
ing machines, sewing machi- 


SESIG CE Sa 4 Aen €4 > 18 » 
HiveMICire do TUgS 2 5s. < ~s . 10 > 15) 02 
Residential repairs improvements 10 > 3201" | 3 

7 eee Gs 


ly be enacted in the near future. Consumer 
credit regulation as now contemplated in that 
bill is a part of a broad system of allocation and 
priorities, for materials and facilities, to control 
prices, wages and to provide for expansion of 
productive capacity to facilitate the production 
of goods and services necessary for national 
security. 

The new law, when it becomes effective, will 
most likely be administered along lines similar 
to those of the former Regulation W. Under 
Regulation W, down payments and maximum 
maturities were fixed for instalment contracts. 
At one time department-store charge accounts had 
a forty-day limit. Charge accounts were not sub- 
ject to regulation under the act (see above) 
which expired June, 1949. The re-introduction 
of regulation is regarded as an emergency step 
which is essential. How long it will remain in 
effect once it is started is mere conjecture. 


THE THIRD INTERNATIONAL BANKING SUMMER 
SCHOOL, SALTSJOBADEN 


SEPTEMBER 2—15, 1950 


In 1948 the Institute of Bankers invited com- 
mercial banks in a number of countries to send 
representatives to a Summer School to be held at 
Oxford in the late summer of that year. The in- 
itiative so taken was highly appreciated by the par- 
ticipants, who numbered over a hundred. Never 
before had so large a group of banking officials 
from different countries gathered to attend daily 
lectures and discussions taking place over a period 
of two weeks. The Summer School was repeated 


On both occasions those taking part were banking 
officials of the age of 35—45 with a good many 
years’ experience of banking, both domestic and 
international. The purpose of the gatherings was 
to give the oversea participants an insight into 
English banking and the problems it has to deal 


with at the present day. The conferences have now 
become a permanent institution with annual meet- 
ings. Once in every three years these are to be 
held at Oxford, and in the other years in coun- 
tries other than England. Thus, this year the 
School has met in Sweden under the auspices of 
the Swedish Banks Association, while in 1951 it 
will be held in France. 

It was not without hesitation that we in Swe- 
den took on the responsible task of arranging the 
first of these annual meetings to be held outside 
England. It was evident that it was incumbent 
on us to take the Oxford Summer Schools as 
a pattern, with the important difference, how- 
ever, that it would not be possible to give to 
Swedish or Scandinavian problems the same 
central and dominant position in the discussions 
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as had quite justifiably been accorded to British 
banking problems at Oxford. 

Accordingly, matters of a specifically Swedish 
character figured in the programme to only a 
limited extent. At the beginning of the con- 
ference Sweden’s two foremost economists and 
historians, Professors Heckscher and Mont- 
gomery, surveyed the economic evolution of the 
country and its current economic problems. Ad- 
dresses of international scope were given by Dr. 
Per Jacobsson, who spoke on “European Mone- 
tary Problems”, and by T. H. McKittrick of 
the Chase National Bank, New York, who lec- 
tured on “Current Problems in the Field of Inter- 
national Finance”. The following gentlemen spoke 
on the economic and monetary conditions pre- 
vailing in individual countries: Emm. Monick, 
Banque de Paris et des Pays-Bas, Paris; W. F. 
Crick, Midland Bank, London; Sjur Lindebraek- 
ke, Bergens Privatbank, Bergen; R. v. Fieandt, 
Nordiska Foreningsbanken, Helsingfors; H. J. 
Abs, Kreditanstalt fiir Wiederaufbau, Frankfurt ; 
and dr A. Schaefer, Schweizerische Bankgesell- 
schaft, Zurich; while S. Hartogsohn of Dan- 
marks Nationalbank spoke on “Scandinavia and 
the Sterling Area”. If the delegates were able 
to take away something of value with them from 
the School, it is very largely due to the good 
fortune of the organizers in being able to draw 
on the services of such eminent experts as lec- 
turers. Swedish bank officials also spoke on 
various aspects of banking in Sweden. Mem- 
bers of the course were given an opportunity of 
addressing questions to the speakers after every 


a ee 


lecture. A number of discussions on different 
subjects was also arranged, among the matters 
dealt with being training problems, the relations 
between head and branch offices, documentary 
credits and foreign exchange. The conference, 
which was attended by about 135 bank officials 
from 30 countries, was held at Saltsjobaden, the 
well-known bathing resort situated just outside 
Stockholm. This provided the opportunity for 
discussions apart from the regular proceedings on 
the schedule, and thus furnished fresh evidence . 
of the usefulness and indeed necessity of holding 
the School on a resident basis. 

In spite of the very full programme of lec- 
tures and discussions time was found for lighter 
matters. One afternoon was given to a visit to 
the large L. M. Ericsson factory, and another 
to a tour of the larger banks in Stockholm. The 
entertainment programme included a sightseeing 
tour of Stockholm by bus and boat, a whole-day 
excursion to Skokloster Castle and an 18th cen- 
tury performance in the court theatre of the 
Royal Palace of Drottningholm. 

Our guests at the conference have been kind 
enough to tell us that it was a success. If that is 
so, the good result is largely attributable to the 
participants themselves, all highly qualified rep- 
resentatives of their respective banks. We 
Swedes venture to hope that the School will have 
provided an interesting and_ stimulating ex- 
change of ideas, not least through the personal 
contacts that have been established. 


Sven G. Malmberg 


A POLICY OF DEARER MONEY? 


At the beginning of the present year the pros- 
pects of maintaining the balance that had been 
achieved in the Swedish economy in 1949 were 
regarded with a good deal of optimism, at least 
in Government circles. True, devaluation had tre- 
sulted in relatively considerable price-rises, but 
subsidies had prevented the higher prices from af- 


fecting the domestic price-level and had thereby 
preserved stability. It was made clear, however, 
that these subsidies were regarded as only tem- 
porary; the decline in world-market prices which 
it was hoped would occur in 1950 would make it 
possible to take away the supports and the re- 
moval of the remaining controls could follow. 
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As we now know, however, the expectations of 
a fall in world-market prices proved to be ill- 
founded. The Korean war and the nascent rear- 
mament boom brought about a rapid rise in 
prices, a rise which in fact has not yet come to 
an end. It is now evident that it would be a 
hopeless task to attempt to maintain the price-level 
by continuing the policy of subsidization. When 
the subsidies are removed and the wage-freeze 
comes off at the end of the year, the general 
price-level within the country will have to be al- 
lowed to establish a new equilibrium somewhat 
above the present one. Further relaxations of 
controls can hardly be thought of in the situation 
that has now arisen. Instead, economic policy must 
be energetically: directed towards the preservation 
of as much as possible of the value of money. A 
cut in the volume of investment during the next 
year has been announced by the Government, and 
two other steps in the campaign against inflation 
have already been taken, namely a tightening-up 
of the cash-reserve regulations of the commercial 
banks and the ending of the Riksbank’s supporting 
purchases of bonds. 

Remarkable is that the Government now has 
adopted two measures in the very sphere that 
has been so unpopular in the post-war period — 
that of monetary policy. For many years past the 
authorities have had the power, by virtue of a 
special emergency law, to stiffen the provisions 
governing the cash reserves of the banks, and 
such a step has also been discussed on several 
occasions in recent years, but ultimately without 
being regarded as necessary. The reason for 
taking the step now is no doubt the desire to 
make it more difficult for price-rises to occur, 
by reducing the flow of credit to commerce and 
industry. If the banks are compelled to keep 
bigger cash reserves their ability to grant credit 
is of course reduced as a consequence. In a letter 
to the Government, dated June 27, 1950, the 
Board of Directors of the Riksbank pointed out 
that the advances of the banks had consider- 
ably expanded of late. According to the Riks- 
bank Directors, the increase shows that the vol- 
untary agreement on a restrictive credit policy 
earlier concluded between the Riksbank and the 
credit institutions has not been sufficient. For 
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the period August 1949—August 1950 the in- 
crease amounts to 801 million kronor, 7. e. 10,3 
per cent. It is true that the letter admits that 
there are a number of natural explanations of 
the expansion of credit. It mentions, among other 
factors, the more liberal granting of building 
permits, the increased imports and the probable 
increase of stocks. But it holds that the credit 
expansion is greater than can be explained by 
reference to these factors alone. The grounds 
for this conclusion are not stated in the letter. 
The new regulations for the cash reserves of 
the banks which are to enter into force on Oc- 
tober 1 are briefly as follows. In the five largest 
banks 10 per cent. (in the smaller ones 8 or 6 
per cent.) of their liabilities, excluding deposits 
in savings accounts and guarantees issued must 
be kept in cash and easily realisable assets. As 
regards the I0 per cent., there is the further 
requirement that 25 per cent. of the amount must 
be kept on current account at the Riksbank and 
that 40 per cent. shall consist of cash and money 
on current account at the Riksbank. Finally there 
is a provision that certain penalties in the form 
of interest shall be paid if a bank’s balance with 
the Riksbank falls during the course of a month 
below the amount that the bank should have had 
at the beginning of the month in accordance with 
the new rules. It ought perhaps to be mentioned 
that the new regulations do not cancel the require- 
ments as to liquidity made by the Bank Law. 
Calculations made have shown that the Swedish 
banks as a whole were already, by May 31, ful- 
filling the requirements fixed by the new pro- 
visions. In the case of individual banks, however, 
there were great differences. The medium-sized 
and small banks, particularly, fell well below the 
requirements, although the percentage stipulated 
in their case was lower than for the big banks. 
Furthermore, it is difficult to judge the effects 
of the measures on the basis of the figures for 
one month. The liquidity of the banks varies 
considerably from month to month, owing, for 
one thing, to tax payments. Speaking very gen- 
erally it may be said that the new provisions are 
fairly moderate, and that the banks will not need 
to embark on any drastic reduction of their 
present volume of credit. The principal effect 
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of the measures is that the way is barred to 
further expansion. 

As a complement to the new cash reserve regu- 
lations a voluntary agreement has again been 
concluded this year between the Riksbank on the 
one hand and commercial banks, savings banks 
and other credit institutions on the other, pro- 
viding for great restraint in the granting of credits 
which will not directly promote production and 
exports. There have also been discussions on 
various ways of restricting payment by instal- 
ments. In practice, if not formally, the Riks- 
bank also has the power to “ration’” new bond 
loans. 

The other measure taken in the field of mon- 
etary policy is that on July 24 the Riksbank 
ceased its support of long-term bonds. To keep 
the long-term rate of interest at the 3 per cent. 
level the Bank had been obliged to buy up con- 
siderable amounts from the market during the 
post-war years. These supporting operations 
began at the end of 1946. Bonds to the amount 
of 330 million kronor were acquired between 
November 20 and December 31 of that year. 
Supporting purchases continued during the next 
two years, and enormous sums were pumped out 
into the market — 958 million kronor in 1947 and 
586 million kronor in 1948. Despite the fact that 
the supported quotations were maintained during 
1949 the Riksbank was able to reduce its bond 
holdings by 616 million kronor during that year. 
These sums, however, do not in themselves ex- 
plain the variations in the supply of money. It is 
necessary also to take account of the Riksbank’s 
buying and selling of foreign currency. If we 
consider both the market operations and the for- 
eign exchange transactions we can hardly avoid 
coming to the conclusion that during the last 
few years the Riksbank has persistently supplied 
the market with too much money, or — to put 
it in other words — has had excessively large 
holdings of bonds. 


As mentioned already, in July of this year it 
was considered possible to take away the support. 
The effect of this measure was a very moderate 
rise in the interest rates of bonds. The quotation 
for the 1934 loan, which had been pegged by the 
Riksbank at 99, fell at once to 95 and now ap- 
pears to have become stabilized at 94 after some 
minor variations. This fall in the quotations 
means a rise in the effective rate of interest on 
the security from 3,05 to 3,22 per cent. — a 
rather inconsiderable increase. But at the same 
time the fall in the price implies a reduction of 
5 per cent. in the value of the paper, and this 
serves to prevent those who had invested a por- 
tion of their surplus funds in long-term obliga- 
tions, such as some industrial enterprises and 
credit institutions, from selling now, since they 
are unwilling to incur a loss. This measure will, 
therefore, contribute to check a considerable 
credit expansion. The effect of the inconsider- 
able rise in the interest rate is therefore directly 
contrary to the popular propaganda view that 
would deny any value to a moderate rise in the 
rate. 

Since the war the representatives of the busi- 
ness world have often expressed the opinion that 
the supporting operations should cease. But hith- 
erto interest rates have been taboo. Although the 
withdrawal of the support is not to be regarded 
as a reversion to the traditional monetary policy, 
it is, like the tightening-up of the cash reserve 
regulations, evidence that the monetary instru- 
ments are still usable. What form the develop- 
ments in will take in the near 
future is very difficult to judge. Official quarters 
have emphatically rejected the idea of a rise in 
the discount rate. The situation is still obscure, 
because the market has so far maintained a mark- 
edly wait-and-see attitude, and during August 
and Septeinber the turnover of bonds on the 
Stock Exchange has been lower than usual. 


By 


interest rates 
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THE ECONOMIC SITUATION DURING THE 
THIRD QUARTER OF 1950 


The General Situation. The acute danger of in- 
flationary price and wage movements after the 
end of this year has prompted the Government 
to prepare counter-measures in time. The big in- 
ternational markets showed conflicting trends 
during the first months of this year. On the one 
hand, a certain stiffening resulted from govern- 
ment subsidies, stock buying and ERP-sponsored 
shipments. On the other hand, international con- 
sumption at that time showed signs of beginning 
saturation (in foodstuffs, for instance), and a 
number of countries reported substantial produc- 
tion increases. The devaluations last year had set 
prices in motion and had initiated price-reducing 
shifts in Long-range cal- 
culations seemed to anticipate a generally weaker 
price tendency in the autumn. Toward May, how- 
ever, there were signs indicating reverse market 
trends under the influence of an increasingly 
marked boom in the United States. 

With a new period of rearmament and imports 
for emergency stocks initiated by the Korean war, 
this trend developed into price increases and in- 
vited speculative buying in anticipation of an ad- 
ditional rise in prices. From mid-June to mid-Sep- 
tember, Moody’s (American) and Keuter’s (Brit- 


international trade. 


Foreign Trade. (Million kr.) 


(Thin lines denote current 12-months’ averages.) 


ee Import. 


ish) indices of raw material prices rose by 22 
and 11 per cent., respectively. For the bulk of 
finished products, price increases were smaller ; 
they averaged during the last three months some 
7 per cent. in the United States, and about 2 per 
cent. in Sweden. With a steadily increasing and 
fully exploited production capacity, one should, 
besides, not overrate the price-raising effect of the 
withdrawal from general consumption of part of 
the production and imports, which is a conse- 
quence of the new program for national defence. 
As for Sweden, the defence-conditioned increase 
of imports will require an estimated initial in- 
crease by 50 million kronor, and a subsequent ad- 
ditional 250 million. National defence expen- 
ditures for 1950—51 are estimated to surpass 
1 000 million kronor. Orders have been placed for 
800 million kronor, and there are appropriations 
for another 550 million. Additional orders are 
being considered for about 200 million kronor, 
which seems to correspond, more or less, to the 
increase in defence expenditures that had not 
been taken into account previously. 
The discontinuance of price 
certain import goods, which is scheduled to be- 
come effective as of the beginning of next year, 
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is expected to raise the cost-of-living index by 3 
per cent. The increase will be about 6 or 7 per 
cent., if the abolition of agricultural subsidies 
and altered agricultural price agreements are taken 
into account. The end of the wage freeze at the 
turn of the year will give rise to collective bar- 
gaining involving at least 1 500000 workers and 
salaried employees. Labour is likely to observe a 
self-imposed restraint, but certain promises of 
wage compensations have already been made, and 
there are forecasts of wage increases averaging 8 
to 10 per cent. According to official statistics, 
hourly earnings in industry rose by 31 per cent. 
from February 1947 to May 1950, while during 
the same period the cost of living increased by 
a mere g per cent. In the period May 1949 to May 
1950 increases in hourly earnings were slightly 
over 4 per cent. In comparison with the prewar 
years, the real wages of industrial workers in 
particular have in most cases improved substanti- 
ally, while the forthcoming wage adjustments will 
probably benefit primarily those groups whose 
wages and salaries have been lagging behind. 

For the purpose of monetary stabilization the 
Government has tightened the provisions on cash 
reserves of the commercial banks, while the Riks- 
bank has discontinued buying in support of the 
bond market. These measures are discussed else- 
where in this issue. In addition, the limiting of 
instalment purchases is under consideration. So 
far, there has been little or nothing to suggest 
credit inflation. The measures in question therefore 
chiefly serve to counteract unfavourable develop- 
ments in the future. 
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Production continues on a high and apparently 
rising level. Statistics of the Swedish Board of 
Trade relating to the sales value of industrial 
production indicate a 5 per cent. increase from 
1948 to 1949, while total man hours dropped by 
one per cent. Production statistics covering the 
first seven months of this year show a quantita- 
tive increase by approximately 4 per cent. over 
the same period last year. The current bread-grain 
harvest will probably show an unimportant im- 
provement over last year, while hay may fall 
short by 5 per cent.; all in all, this means a con- 
siderably better harvest than the average for the 
1940's. 

Under this year’s national budget the value of 
foreign trade was expected to increase over last 
year by 400 million kronor for exports and 1 050 
million kronor for imports. During the first eight 
months of the year, compared with the same 
period last year, the increase actually amounted 
to 859 million kronor for exports, and 961 million 
kronor for imports. 


Surplus of 
export: (+) 
or of 
imports (—) 


Imports Exports 


Million kronor 


Jan.—Aug. 1939 1559 1 253 = 306 
> > 1945 - +--+ 474 70 8+ 296 
> >» 1946. 2071 1 600 — “7a 
> > "EQOA A. 4s 1S RSS 1 883 —1 400 
> >» 1948 . . . 3317 2 390 — 927 
> >» 1949 . 2778 2582 — 196 
> » 1950... 3739 3 441 — 298 
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Exports were certainly favoured by the interna- 
tional boom, but, in addition, the international 
liberalization of foreign trade largely benefited 
iron ore, pulp, paper and other prominent Swe- 
dish export items. Moreover, recent price devel- 
opments were generally favourable to Sweden. 

Thus, export prices rose by 25 per cent. during 
the first eight months of the year, as against 6 
per cent. for import prices. Over a longer period, 
however, e. g. from the second quarter of 1949 
until the second quarter of 1950, the increase in 
export and import prices conveys a different pic- 
ture — 16 and 18 per cent., respectively. But these 
figures reflect the price changes. recorded by daily 
quotations, in comparison with which the prices of 
goods currently.moving in foreign trade lag con- 
siderably behind and present far less favourable 
terms of trade. Accordingly, the price indices for 
Sweden’s foreign trade published by the Institute 
for Economic Research indicate, for the second 
quarter of 1950 compared with the same quarter in 
1949, price increases of merely one per cent. for 
exports, as against Ir per cent. for imports. The 
price lag in foreign trade therefore chiefly applies 
to exports. In the same statistics — which are, 
however, suffering from a large margin of error 
— the Institute for Economic Research estimates 
that during the first half of 1950, as against the 
first half of 1949, the import volume increased 
by 400 million kronor or 20 per cent., and the 
export volume by 600 million kronor or 35 per 
cent. 

The share of O.E.E.C. countries in Sweden’s 
foreign trade increased to nearly two-thirds, 1. ¢., 
63 per cent. of imports and 65 per cent. of ex- 
ports. The sterling area, both within and without 
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the O.E.E.C., represents 26 per cent. of Swe- 
dish imports and 21 per cent. of our exports. The 
share of the United States was ro per cent. for 
imports and 6 per cent. for exports. These figures 
are based on statistics covering the first half of 
this year. The following table shows the extent of 
Sweden’s foreign trade with its twelve most im- 
portant trade partners during the period January 


to July. 


Foreign Trade with the Most Important Countries, 
Fanuary—Fuly 1949 and 1950. 
(Million kronor) 


Imports Exports Trade Balance 

1949 1950 1949 1950 1949 1950 

Great Britain. =. 2 401 652 387 430 — 14 ~—222 
Western Germany . 144 298 135 370 — 9 + 72 
United States ... 232 311 102 I71 —i130 —140 
Norwayes sme ions 92 Ol c24e 205881 132-207 
Brancelmeers oe crs LION 2OANALO2 — 120" —" S78 
Nethedandsayaem-e BTUSN 140s [OSMRLOO =e 1Ome| = 2G 
LDyerabecksye!e AP A os ee 37, § 1020) (110) S166) 820m 264 
Beloun eee eet 2 ee Oe 2k el Oleh oO 
Brazil cs esses os 63 ~«—«88 (Sy ROS a= GER e 
Polandseee. a a 14I 103 81 86 — 60 = 17 
ltalyeey ce Seen $3) 101 74 SO = @ = 48 
Argentina . <4. 83. «113 41 33 — 42 — 80 
During the first eight months of this year 


there was an import surplus of 298 million kro- 
nor, as against 196 million kronor for the same 
period last year. This deficit in the trade balance 
is covered by invisible exports, particularly the 
net earnings from shipping. The following is the 
approximate balance of payments for the first six 
months of the current and the last year (in million 
kronor): 
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1949 1950 
Jan.—June Jan.—June 
IBGE cb oO HO Oo O © + 1,921 + 2,533 
nO oo 0 5 6 Bo 8 —2,114 —193 —2,732 —199 
Net income from shipping +250 +260 
Other invisible items — 30 — 50 
52 ey si 
Capital transactions = 2 —10% 
Changes in foreign exchange 
MEBOAIES 5 5 5 0 9 9 © — 8 — go 


The national budget had anticipated for this 
year a reduction in the foreign exchange reserves 
of the Riksbank by 300 million kronor, since it 
was intended to dispose of considerable sterling 
assets for the import of essential goods. The fol- 
lowing table shows the changes in foreign ex- 
change reserves during the first six months of 
this year. 


Foreign Exchange Reserves of the 


kiksbank 
(Million kronor) 
Decrs te March 31.08 )unen30 
1949 1950 1950 
(Gold gibiaecieeN tee ts 362 359 369 
Dollars aa-mectee ue saweamese 385 468 512 
Sede 5 5 b 6 on Ao 508 385 316 
Other currencies . . . . 61 106 120 
Total 1 316 1 318 1317 
IDENMINGIER. 5 5 ae ol SS 126 134 96 
Net Reserves 1 190 1 184 I 221 


During the first half of the year the sterling 
reserves were thus appreciably reduced while the 
reserves of other currencies increased in the same 
degree. 

This change in foreign exchange reserves is, 
however, partly a result of capital and foreign 
exchange transfers to the Riksbank — during the 
first six months, the transfer of the share of the 
National Debt Office in British and French Treas- 
ury Bills in the sum of 154 million kronor — 
and of the fact that part of the imports had 
been financed with a loan of 20,4 million dollars 
(105,5 millon kronor) ERP money which did 
not pass through the foreign exchange holdings 
of the Riksbank. Also, the foreign liabilities of the 
Riksbank increased by 33,7 million kronor after 
the Clearing Office had ceased activities at the 
end of August, 


It was originally intended to use so large an 
amount of sterling assets for increased imports as 
to leave, by the beginning of next year, sterling 
balances of approximately 25 million pounds or 
362 million kronor. However, British purchases 
of Swedish timber were cut drastically. Little 
more than one-fifth of the original quota of 
250000 standards may have been used, and the 
resulting loss in income amounts to approximate- 
ly 10 million pounds or 145 million kronor. The 
ERP credit of 20,4 million dollars mentioned in 
our last quarterly survey was gradually used from 
March to June 1950. The statement made in that 
survey that Sweden’s recovery had been achieved 
by her own efforts does not, therefore, hold 
entirely true at present, although it should be 
borne in mind that this dollar loan is offset by the 
foreign loans extended by Sweden, many times 
larger in total volume. 

The changes in the Riksbank holdings of for- 
eign exchange and bonds are at present particu- 
larly interesting in view of the new Government 
measures for monetary stabilization. These hold- 
ings prove to be larger than they were in the 
corresponding periods of last year. The new mon- 
etary program includes among its various points 
the cessation of Riksbank buying in support of 
the bond market; but it must, of course, also 
imply sales of bonds compensating any larger 
purchases of foreign exchange, if and when such 
purchases are made. 


Gold and Foreign Exchange Reserves & Bond 
Holdings of the Riksbank 
(Million kronor) 


Assets 

Gold Bonds & ees 

& for. Treasury Total ee 

exch. _iillls a 
Aug, 31, 1949 2 0X OGY 3 204 4171 180 
Dept, 90, . 2eSr 2874 4155 245 
Mar. 31, 1950 . . 1464 2650 4114 134 
June 30, » - 1508 2 833 4 341 96 
AUgi. Sisues at. aor 2.936 4417 70 
Sept. 30, » . I 686 2745 4431 268 


The position of the commercial banks at the 
end of August, in comparison with the same 
time last year, showed that deposits had increased 
by 855 million kronor or 10,7 per cent., and ad- 
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vances by 801 million kronor or 10,3 per cent. 
This considerable rise in advances is largely a 
result of intensified building and increased im- 
ports, and therefore constitutes a consequence of 
a government-planned development. 


Position of the Commercial Banks 


1949 ESORSEO 

Assets (in mill. kr.) Aug. April May June July Aug. 
een SAS 93G)6 (488) 368° «359 G29 
Treasury bills . .. 609 731 502 573 505 644 
Swedish bonds. . . 673 913 905 867 807 767 
Advances in Sweden 7756 8266 8332 8422 8530 8557 
Assets abroad ... 169 260 264 287 290 250 
Sundry accounts . . 481 472 529 583 577 586 


Total Io 236 10 981 II 020 II 100 II 068 II 433 


Liabilities (in mill. kr.) 
Deposits in Sweden 7966 8536 8527 8529 8449 8 821 
Liabilities abroad. . 412 384 575 535 589 608 


Share capital and 
reserve funds . . 1008 IOIO IOIO IO1O IOIO IOIO 


Sundry accounts . . 850 851 908 1026 1020 994 


Total 10 236 10 981 11 O20 II 100 II 068 II 433 


The Foreign Exchange Market. The exchange 
rate in the trade with Germany was earlier deter- 
mined via the dollar at a kronor equivalent of 
123,17 for 100 Dmarks. As of September 18, 
1950, the Riksbank began to quote the Dmark, 
the resulting buying and selling rates were 123,06 
and 123,30, respectively. Until it becomes possible 
for the Swedish banks to open account in German 
banks, business transactions are effected via the 
Riksbank. 

The Argentine currency was devalued on Au- 
gust 29, 1950, by approximately 37 per cent. In 
Stockholm, the exchange rate was fixed initially 
at 38,60, as against an earlier 58,75, and was 
modified later by minor adjustments, the last 
quotation in September being 38,75. However, 
Swedish trade with Argentina is principally paid 
in kronor. 

There was a slight increase in forward ex- 
change transactions, particularly with regard to 
sterling and dollar sales. 


customary summer 


The Stock Market. The 
quiet failed to appear this year. There were con- 
siderable price movements and, at times, a lively 
turnover. The outbreak of the Korean war on 
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June 25 caused a sensation which led to an im- 
mediate fall in prices. Large London offers of 
Swedish shares quoted abroad increased the exist- 
ing dullness. Later, under the strong influence 
of the New York and London stock exchanges, 
Stockholm was undecided until mid-June, and 
prices generally slackened. The American action 
in Korea had a calming effect; the last weeks of 
July recorded the beginning of a substantial re- 
covery, especially for shares of the wood and the 
combined wood and iron industries, with the 
favourable economic situation of the wood-pro- 
cessing industries as a contributory factor. In spite 
of the increased foreign political tension and, at 
times, preponderantly pessimistic news from Ko- 
rea, the public has shown a considerably increased 
interest in buying. As a result, the price level 
moved upward in a slow but steady curve until it 
reached another peak this year. The chief reason 
for this increased buying, in the face of expected 
wage movements and uncertain rates of interests, 
has been the fear of a new and growing inflation. 
From June to July, the price fall was 5 per cent. 
for home-market and other industries, and 4 per 
cent. for banks. Subsequently, until mid-Septem- 
ber, prices went up by 6 per cent. for home- 
market industries, 10 per cent. for other indus- 
tries, and 5 per cent. for the banks. 
mid-September were consequently somewhat high- 
er than they had been three months earlier, 
showing a particularly marked increase in the 
wood-processing industries. The following table 
shows dividends in per cent. of market prices: 


Prices in 


June rs Julyrs Aug. 15 Sept. 15 Sept. 26 
5 wood-processing com- 


panies. . . 37 39 36 34 3.4 
2 combined wood and 

iron industries ... 3,2 3,4 3.3 3,2 3,2 
5 exporting engineering 

COMPANIES =. 0 oe 454, 4,9 4,6 455 4,5 
4 big banks .... + 454 4,6 455 454 43 


The following issues were made during the 


period under review: 


Bonus Issue: 


Marine Insurance Oresund AB, 1 new share 


for 4 old ones . kronor 1 000 000 
New Issue: 
Sydsvenska Kraft AB, 1 new share for 4 
old ones,at par. ..... > II 146 000 


112 


The Bond Market. This year’s great event in 
the Swedish capital market was the cessation as 
of July 24, 1950, of Riksbank purchases in sup- 
port of the bond market. As a consequence, there 
was a slight drop in prices during the remaining 
part of July and in August, followed by a stabili- 
zation of prices at the new level. A comparison 
of prices at the end of June with those at the end 
of August shows that yields, in per cent. of 
market prices, increased from approximately 3,03 
per cent. to approx. 3,18 per cent. for long-term 
3% loans of the State, the Swedish Mortgage 
Bank and the Swedish Cities’ Mortgage Bank, 
while there was an increase from approximately 
3 per cent. to 3,25—3,40 per cent. in the actual 
yield of medium-term 3 % industrial loans, and 
to 3,35—3,50 per cent. for 3'/2 % industrial loans. 
Registered certificates with a nominal interest of 


Interest Yield of Short-Term Loans 


Approximate yield for Oct. 31, Mar. 15, June1s, Sept. 15, 


shortdated bonds; 1948 1950 1950 1950 
Per cent 

De VCATe gir. tapes tyr 92:00 1,80 1,65 2,50 

2ueayepts ie ee) 2380 2,50 2,50 3,10 

Longer periods . . 3,15 2,50-2,55 2,50-2,55 3,10 


Interest offered on 
Treasury bills: 


Not more than 3 months 1,5 1,0 1,0 6 
Interest offered on day- 

to-day loans: 

I day’s notice .. 2,0 ites 1S 2,0 

10 days’ 
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ee 
4 % were quoted at par. For leading issues, 
changes consisted in interest increases by approxi- 
mately two-tenths of one per cent. Changes in the 
interest yield of short-term money are indicated 


below. 
In connection with the redemption on Sep- 


tember 15, 1950, of the outstanding 270 572 500 
kronor of its 3 % 1944 loan, the Swedish State 
offered in exchange new 6'/:-year 3 % bonds, at 
par. This conversion offer was accepted for 
about 85 per cent. of the loan. 

Notice of redemption effective November 30, 
1950, has been given for the 4 % 1940 loan of 
the City of Stockholm. A conversion is offered 
providing for a marking down of interest from 
4 to 3/4 %. 

For the following loans, notice of redemption 
has been given without option to convert: 

City of Gothenburg 4*/2% loan 1940 loan III on Oct. 31, 1950 
AB Sveriges Litografiska Tryckerier 6 % de- 

bentare lean -1930. 7 =, 3) ae es ot ee 

Olands Cement AB 3'/; loan 1939 . . . » Jan. 15, 1951 


The largest bond issues during the quarter 
under review are listed below: 


New Issues during Third Quarter of 1950 


Rate of Amount Price of 
Interest of Issue Issue 
% (mill. kr.) % 
Vistmanlands Lins Landsting. 3 6,49 100 
AB Ehrnberg & Sons Liderfa- 
Brk ABs <a, ere ee ee ae 100 
AB Kvarnintressenter . . . . 3%Js 5 99° 
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Some Statistical Data Concerning Sweden’s Economic Position. 


I. The Riksbank. (Amounts in million kr.) 
(cy SLRS eet ae cll eels teal ne el SI nla i Set Ole a ne a a ee 


oS 1 316 3 184 26 3 287 126 407 361 79 907 


Assets Liabilities 
he : s = 5 rem ba : “ 
of Gold and ae pase Neer Reeds and Domestic Note | Posélgn ; Deposits at Sight 
Gold? ves | Total Treasury Bills Bills Circulation Debt State ee. Other Total 
3 I 332 83 2 166 106 13 1061 84 18 428 8 
j 2024 80 2 880 434 , 2 782 98 31 81 : ae 
Pat 712 2 083 1 544 49 2877 174 706 84 5 875 
] 379 510 889 2747 3 2 895 165 031 197 72 899 
8 ots 41] 701 3317 65 3113 96 679 358 lol 1138 | 
? 302 | 
| 


1950 | 1949 | 1950| 1949 | 1950 | 1949 | 1950 1949 | 1950| 1949] 1950) 1949| 1950| 1949| 1950 


1949 | 1950 | 1949|1950| 1949 | 7950 | 1949 


- | 289) 362 | 438 | 958) 727) 1320) 2.948) 2794 ee 26|| 2934 |3 111} 103 | 83] 728 | 479] 129) 185) 99) 79] 956 743 
yr. | 289) 361 | 419 | 983) 708) 1 344) 3149/2909) 53 | 26) 2.952 | 3 133] 142 | 99| 693 | 470| 269) 271| 67) 84/1029 825 
rch) 288) 359 | 391 | 959] 679| 1318) 2973/2650) 49 | 48] 2953) 3161) 160 | 134/ 641 | 409; 93| 39| 67| 83| 801) 531, 
cil | 28 66 | 373 | 874) 660} 1240} 3 228} 2 898 o|| 301 206] I 140| 56 8| 222] 102] 80] 81] 865] 621 
5} 3 33 | ob 689 1 338 3065 2789 | 50 2 906 3092 186 31 72 ia 147| 224) 83) 79 803 745 

e | 250) 369 | 499 948 755 1317) 3240/2833) 43 17] 2996/3178) 168 | 96) 748 | 533| 90) 75) 92] 72| 930) 680 
y 255| 368 | 567 | ae 822 | 1 332z| 3088) 2675| 21 | 21|| 2928/3105] 169 | §9| 608 | 432| 158| 109] 85] 74] 851| 615) 
| QO | I 325 | 3204/2936) 15 | 20] 2980/3163) 180] 70) 563 | 330/ 311] 379} 69) 79) 943] 788 


, 205 a8 813 |1 085, 1178 1 533| 2874|2745| 17) 21|| 3028|3197| 245 | 268} 600 | 394] 28) 131] 80) 66] 708) sox 


bs 363 872 1 235 2925 | 17 | 3, 089 195 566 145 101 812 
v. | 363 | 906 _ 1269 2934 | 17 | 3 109 179 577 177 95 849 
a, | 302 | 954 1 316 3 184 | 26 | 3,287 126 467 361 79 907 
Market value. — 7 Gross claims on foreign countries. 


Il. Commercial Banks. (Amounts in million kr.) 


: 2 ee Distribution of Loans by Forms | 
7 | Seredich ; ee ' Surplus of Net Claims of securities (in %) 
he Cash pha leies ag 5 , te 1 Ser Deposits * | * I 240m Poreign) | ———— ee er —— 
of | Bonds * Domestic | Thereof | Total Advances tama ttes percunal |Bonds, mer: | 
| Bills Redisc. | Advances | Mortgages Guarantee Shares ichandise, & ¢| 
| | % % % % 
B 601 190 116 fo) 4254 O41 213 — 40 8.4 13.8 15.3 12.6 
347 2 152 oh o ae rao —9go6 —255 ee 14.3 33 16.2 
302 991 1 354 8 7 242 6 939 03 — 312 ree 14.8 Wa 18.7 
4 99 533 1745 copy Wma ae TA 7 290 47 — 293 10 19.2 7.3 13.5 
3 2 717 1 746 Oo | 7830 | 7490 7 se 82, 59.0 19.2 7-7 I4.1 
) 686 1271 1 820 _ 7925 | 8258 —283 —281 58.5 20,2 7.0 | 14.3 
i ee alt | ; a he 
1949\1950| 1949 | 1950 | 1949 | 1950 |I949\T950| 1949 | F950 1949 | T95O | 1949| 1950) 1949 | 1950 1949) AGS O RIES 19S O\4949 1950| T949 | 1950 
< uy, ] ae ; cael fs es 
6|431| 84glr 381 | 1728/1837) 1 7 815| 8.030] 7 360) 8 182) 455 |-152 |—289| —286) 58.6) 58.4 | 19.2/ 20.6) 7.8| 7.0] 14.4/ 14.0 
r. 8 6 fe cae 1852} oO] —|7778| 8030 7 664| 8 563] 114 |-533 | —305| —318) 58.7| §8.6 | 19.2| 20.4| 7.7| 6.6] 14.4] 13.9 
ch| 328 | 287| 996|1 594/| 1803/1909) O| — 7 837| 8 238] 7 5260] 8 448) 311 |-210 | —296| —327| §8.8/ 58.4 | 19.4] 20.6| 7.6| 7.0] 14.2} I4.0 
; | ae | 2770 |— —323| 58.8] 58.5 | 19.5] 20 6| 7.0] 14.1] 13.6 
1029/1 644 | 1 812, 1.928) 0 7 826) 8 266 7 652) 8 536) 174 |-270 |—283) — 323] 58.8) 58.5 | 19.5) 20.9 | 7.6] 7.0] 14.1) 13 
: ee 338 Peete 1 849) en o| —|7 860} 8 332| 7 689] 8 $27} 171 |-195 | —236] — 310) 58.4] $9.0] 19.9] 20.1 | 7-5| 6.8! I4.2) 14.1 
| 304] 368 | 1 119|1 440| 1814) 1995] —| —| 7798) 8 422| 7 701| 8 529) 97 |-107 |—228) —248) 58.9] 58.9 | 19.4) 20.5 | 7.5 | 6.9 | 14.2) 13.7 
/ 1312/1817;1981| 0] 0©/ 7824/8530\7552|8 449) 272| 81 —z246 —299 58.8] 58.4 | 20.0] 21.3 | 7.4] 6.6| 13.8) 13.7 
273 ie as I an 1789 I od o| — f 956] 8 57 7 965| 8 821|-209 |-264 | —244|—358| §8.9| §8.7 | 20.0| 21.0| 7.2 | 6.6 13.9 | 13.7 
271 I Iol 1 869. ~ 8 004 7817 187 —21 58.0 20.9 ye 14.0 
1 86 _ 86 8 056 -70 —252) 57-9 20.7 yi 14.3 
- : ae ; 330 ba ae 8 165 -166 —279) 58.1 20.6 7.1 14.2 
686 1271 1 820 — 7975 8258 -283 —281) 58.5 20.2 7.0 14.3 


neluding Treasury Bills. — * Within the country. 
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IT4 : 
Ill. Other Credit Institutions. Stock Exchange. 
| 
i ‘ 2 |Turnover at the Stock-| ’ 
Savings Banks atthe | chtthg | The Post | Ttlt o% Bonds” nom Stock Exchanges] | SMa il 
Year Post Offi 4 — ’ | 
or Siiges. at hese | aii Govt. /Industrial) poogs | Shares | Prams Oth 
Month Deposits * | Advances * Bonds * Bank* Riksban G Loans Loans Industries | Indust 
Million kr. | Million kr. | Million kr. | Million ae Million kr.| Million kr. % % | 1000 kr. | 1 000 a 
| | : | 161 1 
68 O 82 618 31 380 24 986 2.32 2.92 243 931 7 
ae | gee | at | ue | re | Bee) es | | ae | oe | Be | ae |G 
dere i re ee §: B32 65 3.10 2 283 786 181 
1947 | 635 Co | aR DY eal ie aie a Me ican lane PRG 1 266 6z | 156-| 2 
8 6751 5 1 923 83 769 142 062 3.09 3.33 4 5 
rae es 648 ae 2 083 38 548 157 383 3.04 3.02 429 446 154 2 
I949 | 1950 | 1949 | 1950 | 1949 | 1950 | 1949| 1950 | 1949) 1950 | 1949 | 1950 lll Uhre 1949 soi 1949 1959 1949 1950 1949 | F950 1949} 
. . . 210 12/8 2651 267| 14 108 3.09 3.03] 3-18 3.00] 7 454, 500) 656) 150 164 
Feb. . . : . . . oe 2 eae: 66 12 255] 3.03| 3-05] 3.02) 2.97 680 328 468) 94e 15 165, 
March | 6 908] 7 430) 6104/6623} 911] g06|1 988] 2 142|6 gi2z| 8 500|13 498) 13 927| 3.03 3.03| 3.02| 2-97, 789) 388) 446 15 | = 
i 2 : 2 é : 8] 2 148]6 174] 6 833/10 | 10255] .03| 3.05] 3.02| 2.97] 271| 330) 401) 663) 155] 172 
Mey. : . . . . : oe oer Se ece, ae : 17 684) — 3.05 3.02, 2.97, 342, 456, 352) 511, 155 173 
June | 6967) 7 466) 6218/6769} 904) 939|2 009] 2 137/6 62g) 8 321|10 120) 11 293] 3.03 3-05) 3.00 2.97 563 325 479) 924) 149) 179) 
July . . 2024) 2 se ie 8 502| (3 447 eis) ve AS ae e pat 44 a6 os a 126 
Aug. . : . ZO 2 150|0 253| 6 409 12 107 4| 3.05! 3.20) 2.97, 3-20 7 } ce Z 
Sept. 7 030 6 348 one zoi6 ; og 10018} 14 996) 15 811| 3.05 3.18) 2.97, 3-19 161 253 49° 705| 153] 180 
Oct. : . 2 061 8 217 11 060) | 3.05 | 3.02) 191 399 156 | 
Nov. : : : 2 066 8 168 16 575 | 3.05 | 3-00] 343 | 602! 100) | 
Dec. | 7060 6 481 gt 2 083 8 409 12 316 | 3.05 | 3-02) 52 | 674} | 162) 
' At the end of each year or month. — ? Calculated on market prices at middle of months. The yearly figures represent averages of the mon 
figures. — 3 Averages per Stock Exchange business day. 
IV. Other Statistical Data. 
: Me is | Whole Sale Price Index 
re National Debt Reign rk rete ae va ins : __(1935= 100) 3 : Cost a Waggoul 
es Th ¢ Export (+) duction lthe Trade| Living | Kilome 
Month Total aes Imports | Exports | or Import | Index Unions3| Impert | Export All Index* | of Load 
ede (—) Surplus] 1935 = 100 : Goods Goods Goods 1935=1!100 Trucks 
Million kr. | Million kr. |Million kr./Million kr.| Million kr % 
1938 2 566 2 443 2 082 1 843 — 239 123 10.9 Ill 120 Il 106 
1945 11 §50 845 eos BIe7SS + 674 138 4.5 281 205 19 151 
1946 11 384 9 33 3 38 2 547 — 839 167 3.2 at 211 I g 150 
1947 11 287 8 G31 5 220 3240 —1 980 172 2.8 264 254 199 154 
1948 11 598 8 944 4945 Oe i 966 182 2.8 278 285 21 103 
1949 12055 8714 4 334 4250 — 8&4 189 2.5 278 252 21 I 
1940 wee < 949 ago é id TI5O\T94D| 1950) 1949 | 1950 |1949| 1950\ 1949 1950/1949 1950 1949 1950 1949 IQ50 1949) 1950 1949 
Jan. | 11 330] 11.759) 8945/8 765) 381) 403 | 336] 431 /— 45)+ 28] 189| 194] 4.1| 4.4 |276| 315 | 274 269|217| 219) - | 100.1 
Febr. | 11 878) 12 414) 8 939] 8 782| 338 | 367 | 258 328 |— 80|— 39] 193] 198] 4.0 4.0 |276| 314|270| 273/217| 220) - | + | 107.9 
March | 11 $12) 12 016) 8 939] 8 851] 381] 495 | 291 | 426|— 90|— &9 195 | 205 | 3.6| 3.0 | 274] 312| 263| 276 216] 220) 166| 167 | 117.8 
April | 11 793) 12 247| 8 659) 8 336] 327| 472 | 30 8|— 18)— 74/209] 208] 28] 2.1 | 270] 79 | ; ; 
May | 11 637] 11 936) 8 706 8 848] 360| 491 364 438 + eee: 198 | 204] 1. = od he my pie See a] ge Be 
4 45 5} 33] 19 4| 1.9] 1.4 | 264! 312) 248) 284| 215] 221 | 110.7 
| dune 11 861/ 12 073) 8 663/ 8 879) 337| 504 | 373 492 |+ 30)— 12/190] 190) 2.0] 1,5 | 261 315 | 243 | 294| 216| 223 | 166 167 101.3 
July | 11564) 11 740) 8 662| 8 871| 320| 499 334] 411 |+ 14)— 89) 186 | 1.8 259| 322 | 238] 308 | 215 224 | 98 
ye 4 oe r a "3 
Aug. | 12 046/12 246) 8 678) 8 883) 344] 509 | 334 497|— !0/— 12] 187 | 1.6 258 | 332/236) 325 | 214 ne : 114.5 
Sept. | 11 444 8750 365 401 + 36 196 1.6 269 237 / 216 | 167 120.4 
Oct. | 11.749 8 749 3 we L195 ~ 
Nov. | 11853 8714 304 eh [+ 22 | He | _ 4a ! a | “ |p ed 
Dees 12055 8714 433 484 + $1 | 198 | 4.9 313 | 260 219 166 108.2 


* At the end of each year or month. — 


to the Federation of Swedish Industries. — 


on State 


Railways. 


* The yearly fi 
The yearly fi 


gures up to and including 1948 according to the Board of Trade, the other accordit 
gures represent averages of the monthly figures. — 4 Million kilometres per mon 
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Statement of Condition August, 315t, 1950 


ASSES 

Cash in hand and with the Riksbank ......... Lyor 212.344.948 
Oma OC LOSIT YIM Sg oe ye ares, A Son eo Se as 420.794.307 
EeePC SER AMIIES ety ys! GWE jal fo, wae eS, Oe lars pan 8 2.027.001.366 
eee oanks ase Sayings: Banks: 2 25.) a + os tas es 37-439-571 
cs Sek ee ees ee ee A ee 24.874.707 
RIM MESCR INS CA Behn y's) PT GIA wy ie es Re eee 52-133-458 
TES oe les Ce en are ae Saran Se Met. aol 61.238.105 
Buildings, Furniture and Fittings. . 2... 2 2 2s ee 25.520.735 

Kr, 2.861.356.287 

LIABILLGIES 

Bills at sight in circulation (»postremiss» bills)... ...... 19.676.851 
SL iy ee eg es ee) Wary se So Pers bk gene eae es 2.389.865.659 
Swedish Banks and Savings Banks ........-+.+.+.. a 31-508.107 
PRAIA CS a Phe oA alae cae aba eae 8 ees 142.909.048 
pr CRAPOIREN os aes oe poe Ve a eee ee 8 a ke 0 ga 67.336.622 
RIACE A CAOMAL tii Oe 0 Bk eee co ne Kah es . 95-708.000 
LVR UGE | oe! eo) ta ie sls 8 ee a . «+ 114.292.000 210.000:000 


Kr, 2.861.356.287 
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